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Example 3. Veteran’s organizations Y and
X, both tax-exempt organizations, are orga-
nized under the laws of State N. State N has
a statutory provision that permits bingo
games to be conducted by tax-exempt orga-
nizations. In addition, State N permits bingo
games to be conducted by for-profit organi-
zations in city S, a resort community lo-
cated in county R. Several for-profit organi-
zations conduct nightly bingo games in city
S. Y conducts weekly bingo games in city S.
X conducts weekly bingo games in county R.
Since State law confines the conduct of
bingo games by for-profit organizations to
city S, and since bingo games are regularly
carried on there by those organizations, Y’s
bingo games conducted in city S constitute
unrelated trade or business. However, X’s
bingo games conducted in county R outside
of city S do not constitute unrelated trade or
business.

(d) Bingo game defined. A bingo game
is a game of chance played with cards
that are generally printed with five
rows of five squares each. Participants
place markers over randomly called
numbers on the cards in an attempt to
form a preselected pattern such as a
horizontal, vertical, or diagonal line,
or all four corners. The first partici-
pant to form the preselected pattern
wins the game. As used in this section,
the term bingo game means any game of
bingo of the type described above in
which wagers are placed, winners are
determined, and prizes or other prop-
erty is distributed in the presence of
all persons placing wagers in that
game. The term bingo game does not
refer to any game of chance (including,
but not limited to, keno games, dice
games, card games, and lotteries) other
than the type of game described in this
paragraph.

(e) Effective date. Section 513(f) and
this section apply to taxable years be-
ginning after December 31, 1969.

[T.D. 7699, 45 FR 33970, May 21, 1980]

§1.513-6 Certain hospital services not
unrelated trade or business.

(a) In general. Under section 513(e),
the furnishing of a service listed in sec-
tion 501(e)(1)(A) by a hospital to one or
more other hospitals will not con-
stitute unrelated trade or business if—

(1) The service is provided solely to
hospitals that have facilities to serve
not more than 100 inpatients,

(2) The service would, if performed by
the recipient hospital, constitute an
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activity consistent with that hospital’s
exempt purposes, and

(3) The service is provided at a fee
not in excess of actual cost, including
straight line depreciation and a reason-
able rate of return on the capital goods
used to provide the service. For pur-
poses of this section, a rate of return
on capital goods will be considered rea-
sonable provided that it does not ex-
ceed, on an annual basis, the percent-
age described below which is based on
the average of the rates of interest on
special issues of public debt obligations
issued to the Federal Hospital Insur-
ance Trust Fund for each of the
months included in the taxable year of
the hospital duringwhich the captial
goods are used in providing the service.
Determinations as to the cost of serv-
ices and the applicable rate of return
should be made as prescribed by 42
U.S.C. 139%x(v)(1) (A) and (B) and the
regulations thereunder (permitting a
health care facility to be reimbursed
under the Medicare program for the
reasonable cost of (its) services, includ-
ing, in the case of certain proprietary
facilities, a reasonable return on equity
capital). For taxable years beginning on
or before May 14, 1986, the rate of re-
turn shall be one and one-half times
the average of the rates of interest on
public debt obligations described above
which were in effect on or before April
20, 1983.

(b) Hospital defined. As used in this
section the word hospital means a hos-
pital described in section
170(h)(1)(A)(iii).

(c) Erample. The provisions of this
section are illustrated by the following
example:

Example. A large metropolitan hospital
provides various services to other hospitals.
The hospital furnishes a purchasing service
to hosptials N and O, a data processing serv-
ice to hospitals R and S, and a food service
to hospitals X and Y. All the hospitals are
described in section 170(b)(1)(A)(iii). All the
hospitals have facilities to serve not more
than 100 inpatients except hospital N. The
services are furnished at cost to all hospitals
except that hospital R is charged a fee in ex-
cess of cost for its use of the data processing
service. The purchasing service constitutes
unrelated trade or business because it is not
provided solely to hospitals having facilities
to serve not more than 100 inpatients.
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The data processing service constitutes un-
related trade or business because it is pro-
vided at a fee in excess of cost. The food
service satisfies all three requirements of
paragraph (a) of this section and does not
constitute unrelated trade or business.

(d) Effective date. Section 513(e) and
this section apply to taxable years be-
ginning after December 31, 1953.

[T.D. 8075, 51 FR 5322, Feb. 13, 1986; 51 FR
8490, Mar. 12, 1986]

§1.513-7 Travel and tour activities of
tax exempt organizations.

(a) Travel tour activities that con-
stitute a trade or business, as defined
in §1.5613-1(b), and that are not substan-
tially related to the purposes for which
exemption has been granted to the or-
ganization constitute an unrelated
trade or business with respect to that
organization. Whether travel tour ac-
tivities conducted by an organization
are substantially related to the organi-
zation’s exempt purpose is determined
by looking at all relevant facts and cir-
cumstances, including, but not limited
to, how a travel tour is developed, pro-
moted and operated. Section 513(c) and
§1.513-1(b) also apply to travel tour ac-
tivity. Application of the rules of sec-
tion 513(c) and §1.513-1(b) may result in
different treatment for individual tours
within an organization’s travel tour
program.

(b) Examples. The provisions of this
section are illustrated by the following
examples. In all of these examples, the
travel tours are priced to produce a
profit for the exempt organization. The
examples are as follows:

Example 1. O, a university alumni associa-
tion, is exempt from federal income tax
under section 501(a) as an educational orga-
nization described in section 501(c)(3). As
part of its activities, O operates a travel tour
program. The program is open to all current
members of O and their guests. O works with
travel agencies to schedule approximately 10
tours annually to various destinations
around the world. Members of O pay $x to
the organizing travel agency to participate
in a tour. The travel agency pays O a per
person fee for each participant. Although the
literature advertising the tours encourages
0O’s members to continue their lifelong learn-
ing by joining the tours, and a faculty mem-
ber of O’s related university frequently joins
the tour as a guest of the alumni associa-
tion, none of the tours includes any sched-
uled instruction or curriculum related to the
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destinations being visited. The travel tours
made available to O’s members do not con-
tribute importantly to the accomplishment
of O’s educational purpose. Rather, O’s pro-
gram is designed to generate revenues for O
by regularly offering its members travel
services. Accordingly, O’s tour program is an
unrelated trade or business within the mean-
ing of section 513(a).

Example 2. N is an organization formed for
the purpose of educating individuals about
the geography and culture of the United
States. It is exempt from federal income tax
under section 501(a) as an educational and
cultural organization described in section
501(c)(3). N engages in a number of activities
to accomplish its purposes, including offer-
ing courses and publishing periodicals and
books. As one of its activities, N conducts
study tours to national parks and other loca-
tions within the UnitedStates. The study
tours are conducted by teachers and other
personnel certified by the Board of Edu-
cation of the State of P. The tours are di-
rected toward students enrolled in degree
programs at educational institutions in P, as
reflected in the promotional materials, but
are open to all who agree to participate in
the required study program. Each tour’s
study program consists of instruction on
subjects related to the location being visited
on the tour. During the tour, five or six
hours per day are devoted to organized
study, preparation of reports, lectures, in-
struction and recitation by the students.
Each tour group brings along a library of
material related to the subject being studied
on the tour. Examinations are given at the
end of each tour and the P StateBoard of
Education awards academic credit for tour
participation. Because the tours offered by N
include a substantial amount of required
study, lectures, report preparation, examina-
tions and qualify for academic credit, the
tours are substantially related to N’s edu-
cational purpose. Accordingly, N’s tour pro-
gram is not an unrelated trade or business
within the meaning of section 513(a).

Example 3. R is a section 501(c)(4) social
welfare organization devoted to advocacy on
a particular issue. On a regular basis
throughout the year, R organizes travel
tours for its members to Washington, DC.
While in Washington, the members follow a
schedule according to which they spend sub-
stantially all of their time during normal
business hours over several days attending
meetings with legislators and government
officials and receiving briefings on policy de-
velopments related to the issue that is R’s
focus. Members do have some time on their
own in the evenings to engage in rec-
reational or social activities of their own
choosing. Bringing members to Washington
to participate in advocacy on behalf of the
organization and learn about developments
relating to the organization’s principal focus
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